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Renegotiation of Contracts
By Willa
Foremost in the highlights of today’s
drama of war stand the defense industries.
As American citizens with every vital ef
fort we have directed toward the creation
of war goods and supplies that will win
this terrible war, we are interested in the
defense industries, what they are doing, and
how they are doing it. These industries
have government contracts, and are the
source of the materials we so desperately
need. Are these contracts being filled
promptly and efficiently with the least cost
to the Government and the taxpayer?
What can the accountant do to supply the
Government and the defense industries with
accurate, up-to-date information? What
legislation is being enacted to aid both
the defense industries and the Government
in securing the best possible information in
regard to the least, fair cost to produce the
best war materials?
One of the most important and far reach
ing Acts of legislation affecting the defense
industries today is the Sixth Supplemental
National Defense Appropriation Act of
which section 403 pertains to renegotiation
of contracts or control of war profits. The
Act was signed by the President on April
28, 1942, and has subsequently been amend
ed by Section 801, Title VIII, of the Reve
nue Act of 1942. Section 403 outlines
methods of controlling the prices and pro
fits of war industries and indirectly estab
lishes the responsibilities of accountants
in connection therewith.
Although excessive profits may be realiz
ed on government contracts, these profits
are rarely premeditated, but rather are the
result of the rapidly increasing volume of
production, the large number of contracts,
and the lack of accurate information as to
costs at the time of establishing the con
tracts. There should then be some way
for renegotiation of these contracts at a
later date when costs may be more accur
ately determined. This is what the Public
Law 528 seeks to do.
Willa Mae Lewis is a June, 1942, graduate of
the College of Commerce and Business Admini
stration of the University of Southern Califor
nia, Magna Cum Laude. She is now working for
the North American Aviation Company. She and
her husband are aviation enthusiasts.
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Under the Act the Secretaries of the War
and Navy Departments and the Maritime
Commission are authorized and directed to
insert in any contract in excess of $100,000.00 made after April 28, 1942, provisions
for: (1) renegotiation of the contract price
at a period when profits can be determined
with reasonable accuracy, (2) retention by
or repayment to the United States of any
portion of the contract price which repre
sents excessive or exorbitant profits, and
(3) requiring a contractor to insert the
above provisions in each subcontract in ex
cess of $100,000.00. Renegotiation may also
apply to contracts and subcontracts enter
ed into prior to April 28, 1942, upon which
final payment was not made prior to that
date. Renegotiation is defined in the Act
to include the refixing by the Secretary of
the Department of the contract price, thus
imposing upon the War Department, the
Navy Department, and the Maritime Com
mission the duty of eliminating excessive
profits from war contracts through the
process of renegotiating contracts when
ever, in the opinion of the Secretary of the
Department, such profits have been or are
likely to be realized.
Thus we have several ways of renegotiat
ing contracts: the contract price may be
reduced or the terms revised; amounts due
the contractor or subcontractor may be
reduced or the terms revised; amounts due
United States Government to the contrac
tor or subcontractor may be recovered; or
any combination of the above may be ef
fected. Any one of these will demand de
tailed investigation into the costs and pro
duction methods of the defense industries
which are parties to government contracts
and are affected by the above law.

Further provisions of the Act stipulate
that no allowance is to be made for (1)
salaries, bonuses, or other compensation in
excess of a reasonable amount, (2) exces
sive reserves set up by a contractor or sub
contractor, or (3) any costs which are ex
cessive or unreasonable. At the same time
Congress did not set up standards by which
the reasonableness of profits or costs may
be measured, but the Treasury Decision
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5000, entitled, “Explanation of Principles
for Determination of Costs under Govern
ment Contracts,’’ issued by the War and
Navy Departments would seem to be an ex
cellent guide in determining the admissibil
ity of costs, especially since the Treasury
Decision has been the basis by which Pro
curement Officers previously reviewed con
tracts.
The Secretaries of the Departments also
have the right to demand statements of ac
tual costs of production and such other fi
nancial statements at such times and in
such form and detail as they may require,
and any person who wilfully fails or refuses
to furnish such information or who know
ingly furnishes false or misleading state
ments is subject to penal offense (A fine
not in excess of $10,000.00 or imprisonment
not in excess of 2 years or both). To avoid
further duplication of statements and fac
tual data, the renegotiation boards will use
such information as already has been ob
tained by one or more of the Government
agencies, i.e. Office of Price Administra
tion, Bureau of Internal Revenue.
Using all information at hand and future
estimates from the company, the Depart
ments will study the company’s net earn
ings for a period of years to establish
whether or not the profits are fair or exces
sive. The main criteria, however, is the
procurement of essential war materials for
the Government at reasonable prices with
an appropriate allowance of a reasonable
profit to the contractor or subcontractor.
The Revenue Act of 1942 fixes a time
limit for renegotiation to protect the com
panies subject to this law by stating that
within one year after the filing of financial
statements and such other information as
may be prescribed, the Secretary of a De
partment may give the contractor written
notice that the profits are excessive and
may fix the date and place for an initial
conference to be held within sixty days. If
this notice is not given or the conference
does not take place within sixty days, the
contractor shall not be required to renego
tiate to eliminate excessive profits realized
from any contract during such fiscal year
or years and any liability for these exces
sive profits shall be discharged. Further,
no renegotiation of contract prices shall
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begin more than one year after the close of
the fiscal year within which the contract
is completed or terminated.
However, we must consider that the in
tent of Congress was not to hinder pro
duction of war materials for the sake of
eliminating excessive profits of defense in
dustries; therefore, rather than review in
dividual contracts, the Government will
probably review the entire Government
business of a company for a specified per
iod to determine in general whether or not
the company is making more than a reas
onable amount of profit.
Furthermore,
merits of individual companies will be giv
en some consideration; for instance, a com
pany which is rapidly increasing their vol
ume of production, reducing their costs, in
venting new techniques, developing new
production methods, improving manage
ment and supervision, or cooperating in any
way with the Government and the war ef
fort will be fairly dealt with at the time the
contract is renegotiated.
The duties and responsibilities of the ac
countant in connection with renegotiation
are many. Mainly the accountant must be
reasonably certain that he produces finan
cial statements and actual cost data that
are reliable, so that renegotiation of con
tracts may be effected between the Gov
ernment and the company in the fairest
manner. He must be able to ascertain
which costs are reasonable and which ex
cessive and how they should be applied to
the contracts under question. He must be
alert to all possible methods of eliminating
unnecessary production costs and proce
dures. He must see that the books of the
company are kept in accordance with ge
nerally accepted accounting principles. In
general he must be able to interpret every
phase of Public Law 528 as it affects the
defense industries, promoting renegotiation
by producing that which is the basis of
sound business: FACTS.
Tax Department.
After hearing the Ruml plan explained, a
business man suggested a better, simplified plan.
The tax return would be short:
(a) Earnings last year
(b) How much do you have left?
(c) Send (b)

Lest You Regret, Get Defense Bonds

